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unrealistic timetable for completing the audit or
if company personnel did not complete neces
sary work, the auditor should discuss it with
you.

HOW WILL THESE
COMMUNICATIONS
BE MADE?
The standards recognize that, in some situa
tions, management may tell you about some of
the items discussed in this brochure. For exam
ple, if management changes the way it applies
an accounting principle to specific types of
transactions, it's likely that they will inform
you at the time the change is made. The auditor
is responsible for making sure that you know
about these items, even when management
makes the communications.
Also, these communications (except the ones
related to fraud and illegal acts) are considered
a by-product of an audit. Therefore, although
the auditor doesn't have to meet with you to
discuss them before the audit report is issued,
the auditor must discuss them with you, or
write you about them, within a reasonable
length of time after the report is issued. (How
ever, the auditor doesn't have to repeat recur
ring matters year after year.)

A

COMMUNICATION
with
AUDIT COMMITTEES
(or Others With Similar
Responsibilities)

Important Information From
Your Independent Auditor to Help You
Oversee the Financial Reporting Process
in Your Organization

HOW WILL THESE
COMMUNICATIONS
BENEFIT YOU?
As discussed earlier, these communications
were designed to increase the flow of useful
information from auditors to you to help you
oversee the financial reporting and disclosure
process that management is responsible for. As
organizations become more and more complex,
good information becomes more valuable as a
tool in making sound decisions. Independent
auditors, as experts on auditing and accounting
matters, can offer you a wealth of knowledge that
you can use to do a better job of overseeing the
financial reporting process in your organization.
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udit committees are assuming an
increasingly important role in overseeing
managements' financial reporting responsi
bilities and independent CPAs' audits of
financial statements. But some believe that
audit committee members and others who
oversee financial reporting and auditing
matters need more information about audits
of financial statements and the results of
those audits. That's why the Auditing
Standards Board, a senior technical
committee of the American Institute of
Certified Public Accountants, has issued
standards that require the auditor to
communicate certain matters related to the
conduct of an audit to individuals with
oversight responsibilities. Effective commu
nication between auditors and audit
committees is essential for both groups to
successfully carry out their responsibilities.
This brochure is for audit committee
members and others with similar responsi
bilities. (In fact, whenever we use the term
"audit committee member" in this brochure,
we are including those of you on budget or
finance committees who have responsibility
for overseeing your organization's financial
reporting process.) Its purpose is to inform
you about the auditor's responsibilities to
make sure that you are aware of certain
auditing and accounting matters.
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WHAT ARE THE
COMMUNICATION
REQUIREMENTS?
As an audit committee member, your main
concerns include whether the organization has
controls to prevent and detect material fraud
and errors and whether the audit process is
adequate to provide reasonable assurance that
the organization's financial statements are
fairly stated in accordance with generally
accepted accounting principles. To help you
make these judgments, the auditor is responsi
ble for making sure that you are informed
about the following related matters:

Fraud and Illegal Acts
Fraud includes fraudulent financial reporting,
sometimes called management fraud, and
misappropriation of assets, sometimes called
defalcations. The better the fraud is concealed
(for example, through forgery or collusion), the
less likely it is that the auditor will catch it.
An illegal act is the violation of laws or
government regulations. The more removed
the illegal act is from the transactions ordinarily
reflected in the financial statements, the less
likely it is that the auditor will detect it.
The auditor should make sure that you are
adequately informed about fraud or illegal acts
that the auditor becomes aware of during the
audit, unless the fraud or illegal acts are clearly
inconsequential.

Deficiencies in Internal Control
During the audit, the auditor may become
aware of certain matters that represent signifi
cant deficiencies in the design or operation of
your organization's internal control structure.
Since these matters could have an adverse
affect on your organization's ability to record,
process, and report financial data, the auditor
should make sure that you are informed about
these deficiencies, known as "reportable
conditions."

The Auditor's Responsibility Under
Generally Accepted Auditing Standards
The auditor should make sure that you under
stand the responsibilities the auditor assumes
and the nature of the assurances the auditor
provides when performing an audit of your
organization's financial statements in accordance
with generally accepted auditing standards.

Other Information in Documents
Containing Audited Financial
Statements
Audit committees often consider information
that is included in the same document that
contains the company's basic financial statements.
Common examples of this type of information
include a letter from the chairman of the board
or chief executive officer and graphic presenta
tions or charts of financial data accompanied by
explanations. It is the auditor's job to make
sure that you understand the limited responsi
bility the auditor assumes for this type of
information and the results of any audit
procedures performed in connection with it.

Significant Accounting Policies
When management selects or changes a sig
nificant accounting policy, audit committee
members should be aware of the selection
process or the effects of the change, and it's
the auditor's job to make sure you know about
it. When the company is involved in unusual
transactions, you should understand how the
transaction will be accounted for, particularly
in areas where there is little authoritative
guidance.

Management Judgments and
Accounting Estimates
In preparing financial statements, management
uses judgment in developing accounting esti
mates. Certain accounting estimates are particu
larly sensitive because of the possibility that
future events affecting them could differ from
management's current judgments and because of
their significance to the financial statements
taken as a whole. The auditor should make sure

that audit committee members understand the
process used by management in developing
these sensitive estimates. In addition, audit
committee members should understand how
the auditor determined whether management's
estimates were reasonable.

Significant Audit Adjustments
An audit adjustment is a correction of the
financial statements proposed by the auditor.
The auditor should make sure that you receive
information about audit adjustments that can,
in the auditor's judgment, have a significant
effect on the company's financial reporting
process.

Disagreements with Management
Sometimes, disagreements occur between
the auditor and management over audit and
accounting matters. Even if these disagreements
are resolved, the auditor should discuss signifi
cant matters with you.

Consultation with Other Accountants
Management may decide to consult with other
accountants about audit and accounting matters.
The auditor should make sure that you are
aware of the auditor's views about significant
matters discussed with the other accountants.

Major Issues Discussed with
Management Prior to Retention
Before a company hires an auditor to report on
its financial statements, discussions are often
held between management and the auditor
about the application of accounting and auditing
principles. Audit committee members should
be made aware of any major issues discussed
during this time.

Difficulties Encountered in
Performing the Audit
Sometimes, an audit may not go exactly as
planned by the auditor. The auditor should tell
you about significant delays in completing the
audit. For example, if management has set an
continued

